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Report 


OF  SPECIAL  COMMITTEE  APPOINTED  BY 


New  York 

Clearing  House  Association 


TO  RECOMMEND 


Reforms  in  the  Practical  Business  of  the  Banks. 


July  29th,  1884. 


1 


REPORT. 


The  Committee  appointed  by  the  New  York  Clearing  House 
Association  on  the  4th  June,  “to  recommend  such  reforms  in  the 
practices  of  the  Associated  Banks,  as  would  render  their  business 
safer  to  the  public  and  more  equitable  to  each  other,”  having  made 
report,  was  increased  at  the  last  meeting  of  the  Association  by  three 
new  members,  and  requested  to  further  consider  the  whole  subject. 

They  now  respectfully  report  : 

1 hat  while  they  substantially  concur  in  the  recommendations  of 
the  Committee  in  its  previous  report,  they  have  endeavored  to  remove 
some  of  the  objections  made  during  the  discussion,  so  as  to  secure 
what  they  consider  very  desirable — a cordial  and  unanimous  adop- 
tion of  these  reforms  by  the  whole  Association. 

The  most  important,  and,  in  fact,  the  special  reform  which  is 
essential  to  the  efficient  and  harmonious  union  and  co-operation  of 
the  banks  in  one  association,  is  the  total  abolition  of  the  payment  of 
interest  upon  current  deposits. 

d'his  reform  has  been  urged  upon  the  banks  from  time  to  time 
for  more  than  twenty-five  years,  and  it  has  always  received  the  most 
favorable  consideration.  Upon  two  special  occasions,  after  violent 
financial  revulsions  throughout  the  country,  like  the  present,  it  was 
adopted  by  almost  unanimous  agreement,  and  in  each  jnstance  it 
failed  of  becoming  a binding  obligation  only  by  the  dissent  of  two 
or  three  members,  whose  active  opposition  was  unfortunately  per- 
mitted to  defeat  the  wishes  of  the  very  large  majority. 

Your  Committee  believe  that  the  careful  custody  of  money 
held  in  such  manner  as  to  be  always  responsive  to  call,  is  itself 
sufficient  compensation  to  its  owners  and  depositors,  and  that  banks 
which  carry  their  full  proportion  of  the  reserve  cash  of  the  nation, 
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and  at  tl  e same  time  preserve  their  assets  in  legitimate  commercial 
securities  render  a just  equivalent,  and  furnish  a perfect  guarantee, 
for  the  tr  ist  committed  to  their  care  ; and  that  any  further  consid- 
eration 01  compensation  than  this,  must  be  given  either  at  the  expense 
of  the  needful  reserve  or  of  the  safety  of  the  investments.  The 
proportio  i of  cash  to  deposits,  which  from  long  experience  conser- 
vative in;  titutions  in  national  commercial  centres  find  it  expedient 
to  hold,  i)  at  least  from  to  the  amount.  It  must  be  evident 
that  at  ths  average  rate  of  interest,  this  ratio  cannot  be  maintained 
by  any  bi  nk,  where  compensation  is  given  for  its  deposits. 

The  responsible  duty  of  holding  and  maintaining  the  ultimate 
cash  restrve  of  this  great  nation  is  especially  imposed  upon  the 
Associated  Banks  in  New  York,  and  from  doing  its  full  part  of  this 
imperative  duty,  no  one  can  honorably  escape.  They  are  all  so 
inextricably  bound  together  by  the  daily  transfer  of  portions  of 
the  nation’s  deposits  from  one  bank  to  another,  by  the  difficulty 
of  recov  ndng  checks  upon  defaulting  members,  after  they  pass 
through  ;he  Clearing  House,  by  the  universal  distrust  which  one 
failing  i istitution  casts  upon  its  associates,  and  by  the  urgent 
demand  made  upon  the  stronger,  in  time  of  trouble,  to  combine 
their  res  )urces  for  the  protection  of  the  weaker  to  avert  public 
disaster,  that  an  identity  of  interest  is  created  by  the  very  existence 
and  nece:  sities  of  this  Association.  This  organization  can,  there- 
fore, no  linger  be  regarded  as  a simple  place  of  meeting  of  bank 
officers,  V ithout  responsibility  for,  and  utterly  independent  of  and 
indifferer  t to  each  other’s  welfare  and  habits  of  business.  These 
banks,  at  custodians  of  an  interchangeable  public  trust,  have  practi- 
cally, and  within  certain  limits,  become  a federative  community, 
with  mutual  responsibilities  and  obligations,  and  it  is  no  less  the 
privilege  han  the  duty  of  the  members  to  conduct  their  own  business, 
and  to  scrutinize  the  practices  of  others,  with  a view  to  the  stability 
of  this  A isociatiou  and  the  welfare  of  the  nation. 

This  view  of  the  mutual  relation  of  members  was  fully  recog- 
nized in  the  recent  action  of  the  Association,  when  they  took 
possessio  1 of  one  of  the  largest  institutions,  and  discharged  its 
liabilities  to  the  public  of  some  eight  millions  of  dollars,  and  when 
they  furt  rer  agreed  to  participate  in  any  loss  by  the  issue  of  loan 
certificati;s  to  that  and  to  other  banks  ; and  also  when  they  so 
changed  :he  constitution  as  to  permit  official  visitation  and  examin- 
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ation  into  the  condition  of  members,  and  gave  power  to  demand 
security  for  their  exchanges. 

Powers  so  great  and  so  important  as  these,  which  have  been 
exercised  and  concurred  in  by  every  member,  are  sufficient  to  show 
that  this  Association  no  longer  regards  itself  as  a simple  meeting 
place  for  the  exchange  of  papers,  without  further  responsibility,  but 
that  it  has  become  an  institution  of  national  significance  and  value, 
competent  to  consider  any  question  vital  to  its  own  interests. 

If  the  Association  can  thus  promptly  meet  the  necessities  of  a 
great  financial  crisis,  it  may  certainly  venture  to  urge  upon  its  mem- 
bers the  importance  of  such  reform  in  their  modes  of  business,  as  they 
believe  will  tend  to  prevent  such  a crisis,  and  will  enable  them  the 
better  to  meet  one  if  it  come. 

Although  this  has  been  the  practical  experience  of  the  New 
York  Clearing  House  Association,  and  although  in  every  great 
emergency  since  its  organization  it  has  proved  itself  possessed  of  vast 
capacity  to  benefit  the  country  and  protect  its  own  members,  yet  it 
must  ever  be  kept  in  mind,  that  ^/i/s  is  simply  a voluntary  Association, 
subject  to  dissolution  by  a vote  of  the  majority,  and  subject  also  to 
the  withdrawal  of  members  at  their  own  pleasure.  From  the  nature 
of  the  business  no  bank,  however  prosperous,  is  so  independent  of  all 
circumstances,  that  it  may  not  on  some  special  occasion,  find  it  con- 
venient to  seek  the  aid  or  the  consideration  of  its  colleagues.  A 
solemn  obligation  therefore  rests  upon  every  one,  to  concede  some- 
thing to  the  common  good.  If  the  measure  now  proposed  should 
upon  trial  prove  erroneous,  it  may  be  revoked  as  readily  as  it  is 
adopted. 

With  the  rapid  growth  of  this  nation,  it  is  more  and  more  im- 
portant that  this  commercial  depositary  be  always  kept  specially 
strong  in  cash  reserves,  and  be  prepared  to  meet  any  sudden  ex- 
igency that  may  arise  within  our  vast  domain.  When  the  intention 
to  do  this  is  distinctly  declared  by  the  associated  banks,  by  their 
abolishing  the  payment  of  interest  upon  deposits,  and  by  thus  removing 
a great  cause  of  weakness  and  of  alienation  among  them,  your 
Committee  believe  that  capital  will  be  attracted  to  this  city  and  to 
this  associated  body,  as  a place  of  special  security.  Thus  it  has 
proved  with  those  members  who  have  tried  it.  If  a small  proportion 
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of  the  de  )osits  hitherto  secured  by  purchase,,  be  consequently  drawn 
away  to  ether  institutions  within  this  city,  or  to  other  places  without 
it,  that  w lich  remains  will  be  more  permanent  and  reliable,  and  will 
be  suffici  mt  to  make  our  business  safer  and  more  i)rofitable  than 
before. 

If  it  result  in  the  retention  of  a larger  cash  reserve  by  interior 
banks,  or  in  the  withdrawal  of  those  funds  which  are  particularly 
subject  tc  alarm,  and  which  betray  the  depositaries  into  questionable 
temporary  loans,  it  can  be  no  cause  of  regret  to  the  banks,  nor  to  the 
nation. 

The  present  occasion  seems  to  your  Committee  most  opportune 
for  this  n form.  The  subject  has  been  ripening  in  this  Association 
for  more  han  a quarter  of  the  century.  'I'he  business  of  the  nation 
requires  tie  financial  support  which  this  united  and  compact  body 
can  give  it,  and  the  experiment,  if  it  be  an  experiment,  ought  now  to 
be  fairly  i nd  honorably  tried. 

To  their  special  and  important  recommendation  of  ceasing  to  pay 
interest  uj.on  deposits,  your  Committee  have  added  but  one  more,  viz: 

That  of  confining  the  use  of  the  Clearing  House  exclusively  to  its 
own  meml’rs. 

Hith(  rto,  the  practice  of  permitting  exchanges  through  members 
of  the  Association,  of  checks  drawn  upon  parties  not  members,  has 
freely  giv  ;n  every  facility  enjoyed  by  those  who  carry  the  burthens 
of  the  barking  business,  to  those  who  do  not,  and  who  neither  fairly 
participati  in  its  expense  nor  in  its  responsibilities.  Such  parties, 
therefore,  possess  advantages  superior  even  to  banks  who  created  and 
who  susta  n the  institution. 

In  order  effectually  to  secure  the  object  of  strengthening  the 
Association,  as  proposed  in  the  first  recommendation  of  your 
Committe  ;,  it  is  manifestly  necessary  to  withhold  gratuitous  facilities 
from  acti  -'e  outside  competitors,  who  would  otherwise  use  our 
own  appo  nted  instrument,  to  subvert  the  object  we  have  in  view.  If 
desired,  e\  ery  legitimate  depositary  possessed  of  the  needed  requisites 
and  responsibility,  may  find  entrance  into  the  Clearing  House,  subject 


to  the  same  conditions  and  restrictions  as  are  imposed  upon  existing 
members.  More  than  this  cannot  be  justly  required,  and  less  will 
not  afford  adequate  protection. 

In  respect  to  the  subject  of  receiving  upon  deposit  as  cash,  checks 
drawn  upon  places  out  of  this  city,  your  Committee  have  thought  it 
inexpedient  now  to  make  special  recommendation  ; but  they 
suggest  that  a separate  and  special  committee  be  appointed  to 
investigate  this  question,  and  also  to  advise  whether  an  arrangement 
could  not  be  made  through  the  Clearing  House,  to  secure  some  safe 
and  prompt  clearing  of  such  checks,  which  will  accrue  to  the  benefit 
of  all  banks  in  the  Association. 

Finally,  your  Committee  cannot  disregard  the  just  complaint  of 
the  banks  respecting  the  large  volume  of  checks  which  arise  from 
transactions  in  the  Stock  Exchange,  and  which  embarrass  them  in 
their  dealings  with  each  other  and  greatly  increase  the  risks  of  the 
Clearing  House.  The  Committee,  however,  content  themselves  by 
the  simple  expression  of  the  wish  generally  entertained  among  the 
banks,  that  some  arrangement  may  be  made  by  the  parties  interested, 
to  establish  a special  Clearing  House  for  stocks,  so  that  these  large 
checks  may  be  abated. 

With  these  general  remarks,  your  Committee  present  the 
following  summary : 

First.  That  no  member  of  the  New  York  Clearing  House 
Association  shall  pay  interest  upon,  or  allow  compensation  for 
deposits  after  the  first  January,  1885. 

Second.  That  to  secure  uniformity  in  the  business  of  the 
banks,  no  checks  shall  pass  through  the  Clearing  House  except 
those  drawn  upon  members  of  the  Association. 

Third.  That  any  infraction  of  the  above  rules  shall  be 
regarded  as  a forfeiture  of  membership  of  the  Association,  subject 
on  complaint  of  any  member,  to  investigation  by  the  Clearing 
House  Committee,  in  the  manner  provided  in  the  Constitution. 

Fourth.  That  the  Association  recommend  that  some  mode 
of  settlement  of  transactions  at  the  New  York  Stock  Exchange  be 


adopted,  whereby  the  large  volume  of  checks  which  now  pass 

thro  igh  the  Clearing  House  from  that  business,  may  be  diminished 
or  a’  oided. 

Fifth.  If  these  measures  be  adopted  by  the  Association, 
that  the  Committee  recommend  the  same  to  Clearing  Houses  in 
BostDn,  Philadelphia,  Chicago,  and  other  cities. 

All  which  is  respectfully  submitted  by 


GEO.  S.  COE, 

(Preset  American  Exchange  Nat’l  Bank.) 

GEO.  H.  POTTS, 

(Pres’t  National  Park  Bank.) 

JOHN  JAY  KNOX, 

(Pres’t  National  Bank  of  the  Republic.) 

R.  L.  EDWARDS, 

(Pres’t  Nat’l  Bank  of  the  State  of  N.  Y.) 

JAS.  T.  WOODWARD, 

(Pres’t  Hanover  National  Bank.) 

F.  A.  PALMER, 

(Pres’t  National  Broadway  Bank.) 

WM.  L.  JENKINS, 

(Pres’t  Bank  of  America.) 


Committee. 
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